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Oftice of Reports and Estimates
Horthern branch

BRITISH HIVISION

URTTED XTINGDOM

1. UK may relax embargo on 1A commodities

Britain's full adherence to the agreed US-UK
policy which embargoes on security grounds the shipment to
eastern Curope of a substantial list of materials and
manufactures, known as the 1A list, is under review as a
result of the failure of certain other countries to cooperste.
The British appear to be taking the position that the
acceptance by continental :uropcan countries of Iron Curtain
orders for some 1A commodities, following Britain's rcjections,
cuts the ground from under the embargo policy and costs the
UK substantial losses in foreign trade. This position can
not be refuted; it can be invalidated only by getting the-
agreement of other countries to uphold the embargo policy.
Though representations to this end have been made regularly
over many months =- by both the US and UK -- only partial
agreements have so far been achieved. lMany 1A commocities
continue to flow eastward.

In the absence of firm multilateral agreement
on the embargo policy within a month or so, Britain could
probably be expected to relax its controls to a limited
extent. In any event, the UX would not sell the eastern
Turopean countries manufactures or military-equipment which
would directly enhance their military power. It would, however,
begin to compete with other eountries for eastern Zurope's
orders for certain materials, tools, and machinery vhich are
capable of application in support of military pover.

2. US-UK in general accord on Ttalian Colonies

ixcept for minor differences on the form and
scheduling of Libyan independence, the US and the UK are
agreed on the settlement they will urge in the UN for the
Ttalian Colonies question. The diver;cnces prow mainly
out of the US's greater concern about obtaining GA support,
while the UK, as the present administering pover, puts
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greater emphasis on the probable" repercussions, both in
Trench North Africa and in Libya.

Agreeing with the US fhat Libyan independence sheuld
become effective within a period of two to five years, the
UK nevertheless opposes montioning a svecific time limit
in the-Ch resolution in deferemnce to the op osition of the
Trench, who fear trouble in their lorth-African territories
from the example of Libyan independence. The British also
obiect to setting up a UN idvisory Council for Libya during
this interim period, since any Italian participation in this
founcil would, in their view, stir_up Arab feeling in Cyrenaica.
The US view is that the GA is likely to insist on the inclusion

of both these points in the final settlement.

As regards the final form of the Libyan state -- vhether
a2 loose federation or a more urified type of governnent == the
UK suggests that the inhabitants themselves make the decision
at a later date. The British believe that until each of the
separate parts (Cyrenaica, Tripoli, and the Fezzan) have
had some experience in governing themsslves it will be
impossible to convene 8 truly representative constituent
assembly to determine the form of government for a united
Libya. The British are also srobably interested in by-passing
French objections to a united Libya, particularly one headed
by Said Idriss.

3. Dudget cuts anticipated by Service Departments

There are indieations that the Service Devartments
are enticipating their share of the budget cuts which Prime
vinister Attlee ordered as part of the Covernment econony
drive. The apparent absence of any specific directive from
the finistry of Defense may be attributed to the need to avait
decisions concerning UK obligations under the liorth itlantic
Treaty and the lilitary Aid Program. Nevertheless, the Viar
Office is tr{ing to trim its estimated expenditures for the
fiscal yeer beginning 1 April 1950 by several million pounds;
the Admiralty 1s studying a plan to consolidate two of its
najor sections; while the Air lMinistry is considering re=
ductions in both its military and civilian persomnel. Efforts
will be made to "squeeze out the fat” in edministrative sections

n -

and to leave operational staffs intact as far as possible.
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femands for decreased defense cxienditures have so fer
been noticeably scarce in debates and discussions of Britain's .
collar orisise This is in marked contrast to the mood pre- | i
veiling two years ago vhen thers vwas considerable support 4
among Left-uing Leborites for drastic cuts in the armed L
foprces and criticism of US-UK militer cellaboration. It is !
hardly conceivable, houever, that suech demanids would not | v
rise again if the Scrvices should be exempted from the general H
retrenchment. :

4. Pomber Command’s Exercise "Bulldog’ g

The primary puarpose oi ths RAFT's four~day exercise
"Bulldog", which begins this weel, 1t to examine some of the
problems associated with a bomber offensive, and specifically
tu test the tecticeof Bomber Cormand. Imphasis will therefore
be laid on the evasion of cefending forces, in contrast to
cxercise "Foil last spring, which focussed on the operation:
of Britain's-air defenses. Uince Eritain's first jet bomber,
the Canberra, will not bs operational until the end of 1951,
the exercise will bs coniucted chiefly with the Lincoln,
Sritain’s most advanced {but obsclescent) reciprocalwengined
wember. In addition to 3omber Cemmand, participants 17ill be
vighter Command, British Alr “orces in Cermany, Flying Training
Command, Coastal Commend, and nrobably the U3 Air Vorcet Third
Aip Division. The Air linistry bhes announced that Dutch,
French and Belpian planes will also join the mancuvers.

I. Effects of the Jasnington iconomic Conference

b, Ll U . H

Though the tripertite econonmic and financial
conference at ..ashinglon epnears Boi Lo have proéuced shobt-
term measures sullicient to stop the drain on British reserves
{unless as & result ol 1t the International lonetary Fund
cacides to release to thie UK tne neoessary dollurs), its
consequences may prove 10 be viry heneficial to the western
democraciese -Imch closer economic covperation betwecn the
13 and the UK, subject 1o a supstantia extent to Congressional
sanction, appears to be prassged, The agreed principles
and lines of action hold out the promise of eventualiy solvin
the basic belance of payments problems. Politically, a
hapmonious atmosphere has been rasfored betweer the major
western allies; lLloscow can gel no cumfort from this. The
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US has for the time being-established itself in British
opinion as not anti-~Labor, and as realistically accepting
the responsibilities of the world's leading ereditor nation.

It would be premature at this juncture to say that
any of Britain's funcamental dollar problems have been
overcome as a result of the confersnce. A gap remains
between purpose and performance. It is anparent, hovever,
that the problems are roing to be attacked with greator
vigor and more cooperatively then before.

COMMON"EALTH AID EMPIRE

6, UK asks US economic participation in India

Taced with an increasingly unhealthy economic
situation in Indis and unable to provide the needed aid
itself, the UK, according to current evidence, may be
forced to concede, and even urge, the entry of US capital
in order to keep India viable as Asia's main indigenous
force making for stability and the containment of Cormunist
influences. As usual, a parallel policy will probably be
follovied for Pekistane ,

The UK Nigh Commissioner in INew Delhi, speaking te the
US Ambassador just prior to the US-UK viashington talks, has
given some tentative UK views on the necessity for the
Sxtension of US economic assistance to India through both
public loan and private investment, urging that South Asian
countries not yet under Commnist influence should be strengthened
quickly to resist an expanding Cormunisms He also urged that
the nrimary emphasis of any such program should be on expanded
food production to enable India to feed itself and that major
industrial nrojects should be discouraged unless they woulé
cirectly assist agriculture.

This new anproach represents & distinct nodification
of previous British policy, although the UX High Commissioner
3id not admit that his recormmendations connoted any sharp
change, Desvite liberal treatment by the release of Indian
sterling balances, India's economic troubles are too vast
to be solved b- Britain alone in its present financial straits.
The UK is hardly in e position to give any further aid itself,
and, although there is an agreement to cut down on dollar
needs, it appears that India is counting on drawing even more

dollars from the "sterling poedNFmEvm‘\Aban last.
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Tt is evident that any increased US economic activity
w3111 have a consequent weeakening effect upon British pre-
Gominance in an area which has been treated as a British
nreserve since the 18th century; but the High Comnissioner's ;
economically sound recommendation that US aid be concentrated :
upon the expansion of food production at the expense of major
industrial projects also suggests that the British will try
o retain as much of their vpreferred position as possible.

It is clear, in any case, that the move springs from an
increasing British awareness of the need for bolstering india
in the face of spreading Communism in Asia.

{.anada

. AL 8

7. Canada's formal ties to the UK %o be amended

o e .

The remeining British tie with the Canadian
judicial system will be cut and neminal British control over
Canada's right to amend its constitution will be further
weakened if, as expected, the Canadian Parliament adopts
the constitutional recommendations made on behalf of the
5t. Laurent Covermment in the Speech from the Throne opening
ihe 21st Canadian Parlisment on 15 September. -One proposed
measure would make the Supreme Court of Canada, and not the
Tudicial Committee of the Privy Council in London, the final
court of apveal for Cenada, ‘he other vroposal vould eventually
he a Tormal reguest to the Parliament at “estminister to Vest
in the Canadian Parliament the right to amend the Canacian
constitution, which is the British llorth America iet of 1867,
in matters not within provincial jurisdiection end not affecting
basic constitutional rights with respect to education and the
use of the two official languages. Lespite Canada's actual
independence, control in these two areas has remained in
Sritish hands up to the present largely because of the French=
Canadians, who have relied since the British conquest for the
orotection of their privileges and rights on the impartiality
of Viestminster uninfluenced by Canadien politics.

Tn Janusry 1047 the Privy Council ruled that the
renadian Parliament is legally entitled to declare the Supreme
rourt of Canada the final court of appeal, and legislation
to abolish appeals to London was introduced in the Canadien
varliament early in 1949,
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Formulation of the request to the Dritish Parliement
+o transfer limited constitutional emending power to Ottava
will come only after Prime liinister St. Laurent and the
provincial Premiers have held a consultation on the procedure
to be adoptede.

The status of such formal constitutional ties is, however,
not necessarily indicative of the extent to vhich a Dominion
is'willing to accept the general political leadership of the
UK. Canade is at present the only Dominion which, since the
passage of the Statute of westminister, does not have full -
power to amend its constitution without reference to London.
Appeals to the Judicial Committee of the Privy Council cexn,-
however, still be made from the nighest courts of Australia, ,
New Zealand and South Africs, though from the last they ]
have in fact rarely been made. ‘

SCANDIAVIAN DIVIS ION

(General

1. Scandinavia and the Council of Lurcpe

The attitude of the Scandinavian countries toward
the Council of Europe expresses unreadiness_to hand over the
right to decide matfers affecting their daily lives to a
supernational authority. The inclination is rather to look
hopefully upon the Council as an important step in the
airection of greater Duropean contribution to the work of the
UNi. GSweden displays its usual hesitancy to undertake
comritment which might compromise its neutral stand. 9.'I]"‘iiy;e
Seandinavien countries can be expected to cooperate in the
Couneil of Lurope, Lut their efforts, rather than apggressive
and original, will be of a "follow the leader" nature.

TS IR o 9.

2. Reaffirmation of Sgpdish Neutraligz

Reeent statements by members of the Swedish
Government indicate that Sweden will continue to adhere
indefinitely to its policy of neutrality. At the recent
Congress of the Interparlisnentary Union in Stockholm,
the Prime Minister, Tage Erlander, stated that Sweden's !
present foreign policy is influenced by the fact that
neutrelity has permitted the country .o renain at peace for
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150 years. At the same Congress Osten Unden, the TForeign
Minister, spiritedly defended Sweden's foreign policy against
an attack by a French delegate by stating that 1n peacetime
it aimed to forestall the suspicion that “wedish territory
might be used by any great pover as & military base and-that
in wartime it aimed to keep Sweden outside the conflict,

Nevertheless, there are indications that the neutrality
policy does not enjoy unanimous su port. I7ilitary leaders,
particular, favor co lsboration with the 'estern Powers.
tiorsover, a considerable segment of opinion, including some
Conservative and Liberal party leaders, are not averse to
Secandinavian military cooperation. It is quite possible
that & number of Swedes believe that through cooperation
with the other Scandinavian countries Sweden wil% be able -
to enjoy some of the advanliages of the North itlantic Pact,
at least indirectly as they apply to northern Europe, and
yet assume no greater obligalions than at present, Dut
Swedes must realize, although few will openly admit it, that
military collaboration with Lenmark and Norway will inevitably
tie Sweden to the North Atlantic Pacte

CONEIRENTIAL
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Effects of Devaluation in Britain

The full effects in the UK of pound devaluation, both
economic and political, defy confident assessment at this
early juncture, though a preliminary evaluation can be made,
The economic impact of the move will not be completely clear
in Britain for meny months, owing to the existence of large
stocks of many imported raw materials and to uncertainty
over the degree of increased austerity vhiich can be maintained
by the Government. The golitical impuct turns on the skill
with which the Government presents its position -~ and thus
holds the confidence and support of the public -- and with
which the Conservatives may move to force a political crisis.

Some LRconomic considerations

Devaluation is but ome of the steps toward the
restoration of confidence in sterling and of health to the
British economy. It is not by itself a lasting cure for
anything: the outflow of gold and dollar reserves, the
competitive trade position,-or the lack of confidence in
sterling. It does, however, provide the opportunity to
attack these problems speedily and successiully. It nrovides
an impetus to exports to those countries that do not devalue
equally, particularly the US and Cenada, since it immediately
lovers prices in their currencies; it effects o decrease in
imports from those countries for the opnosite reasom. It
should lead to a return of confidence in sterling at its new
value, and a reversal of the f1ight of capital. The major
purpose of the British move is to achieve a substantial
fncrease in the volume, and thus the value, of exports to
hard currency countries. The move will have been justified
if this incresse reaches over some 357 above the current
levels. If the increase falls much below 30% the consequences
will be serious.

But. devaluation raises the costs of living at home (by
5 to 104, according to estimates). Uhether the benefits of
the move will be long lasting rests on the ability of the
Government to resist pressures for increased subsidies,
increased wages, and increased profits. These pressures will
be great, as people expect the Government to protect them
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against reductions in standards of living, but any appreciable
civing in to them would raise-production costs and dissipate

the advantages of devaluation. Sir Stafford Cripps has
forthrightly come down against such pressures; how unbrokenly
the line can be held remains to be seen. Trouble with organized
labor seems certain. Unrest and discontent, already apparent
before devaluation, will increase. How serious the disturbances
will be -~ beyond the stage of grumbling and scattered strikes ==
is a question. There is reason, lLowever, for modest optimism,
and there is no doubt that the present Government is the best

to impose the necessities on the country,

Some political considerations

Crippst's announcement of the devaluation of the
pound comes as a shock to all but the best informed sections
of British public opinion because: 1) the Chancellor frequently
stated during the summer months tliat he opposed devaluation,
and 2) in their public speeches Labor Pargy leaders have mot
sufficiently emphasized the true severity of the dollar problem
or the menner in which new government policies might be expected
to impinge on the individual® standard of living. Now Wit
devaluation an accomplished fact and with Cripps frankly
announcing that an increased price for bread fand other
comiodities) is imminent, it is plain that the Government
has reversed its position and is facing up to unpleasant Teality,
Labor may once again gain stature in the eyes of part of the
electorate for boldly stating difficulties, rather than
glossing them over in order to maintain nrestige; equally such
& sharp reversal of policy may diminish confidence of another
part in the Government,

Although it is too soon to judge the extent or the ultimate
nature of the reaction to devaluation, events of the next few
weeks may be of the utmost importance in determining the
Labor Party's political future. At this particular time the
position of the Conservative Party vis-a-vis Labor has probably
improved; whether this trend persists or reaches decisive
proportions will depend on the Labor Government®*s ability to
persuade the public to accept the domestic results of de~
valuation and the necessity for increased austerity. Equally
the Labor leaders*® judgment as to their relative success or
failure in the task of rapidly educating the electorate may
determine whether the general election is to be held this
fall or next spring. Past performance suggests that Labor
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ill successfully ride the storm. Hovever, it should be noted
that storm signals are up: labor will be increasingly restive,
and the Conservative Party seems preparing to exploit the
issues in a new attack on the Government.,
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